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“General Business Conditions 





HE business situation is dominated 
by the coal strike, not only because 
coal shortage is forcing one of the 
sharpest curtailments on record in 
production of steel and other needed 


© goods and services, but because the outcome 


| of the strike will influence the general outlook 


_ profoundly. It may be the prelude to more 


strikes and to another round of wage increases. 


In that event industrial costs will rise again, 
although many manufacturers are concerned 


3 lest present costs price their products out of 


the market. But it may also mark the climax 


- of labor troubles and the tuaning point in pub- 
’ lic attitude toward union policies. For public 


opinion condemns the strike, and public con- 


t demnation may lead to revision of labor laws. 
If so that will be, in the long view, its most 
important effect. 


The coal miners produce a commodity with- 
out which economic life cannot go on. Organ- 
ized under present labor legislation into a 
union covering nearly the entire industry, they 
have power to paralyze the nation by con- 
certed stoppage of coal production, and to in- 
flict untold loss and suffering. Their leaders 
exercise their power even against the Govern- 
ment. Many people have long believed the 
Government sooner or later would have to re- 
strain abuse of this power, and diminish it if 
need be, in order to protect society as a whole. 
Now, with production and transportation mov- 
ing toward a standstill for the second time in 
a year, Congress may review the problem in 
these fundamental terms. 


The Basic Questions: Power and Monopoly 


The Government cannot itself mine coal, nor 


~ can it force the miners to mine coal. But it can 


address itself to the basic questions of union 
power and union monopoly, with the object of 


" assuring that no group, without accounting to 
~ anyone, can acquire and use freely such a stran- 
' glehold upon their fellow-people. 


Industrial 


monopoly is unlawful, and the right to safe- 


guard the many from exploitation by the few 
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is embodied in law in many other ways. For 
the Government to have and exercise this right 
is at bottom far more important, even to union 
members, than their continued possession of 
the power which they so unwisely, and their 
leaders so arrogantly, are now using. 


Rightly seen, the decisions as to the union’s 
contractual obligations, the use of the injunc- 
tion and the like matters now before the courts 
are subordinate. They are for determination 
by finding the facts and applying the existing 
law. When they are decided the question as 
to the adequacy, fairness and wisdom of ex- 
isting law will remain. The major inequity of 
present law, supplemented by court decisions 
and rulings by administrative boards, is that 
unions have been built up to monopolistic 
positions, left free of accountability, given 
powers which are denied to employers, and 
thus made favored creatures of the law. Under 
the Wagner Act no duty to bargain fairly and 
freely is imposed upon them, as it is upon em- 
ployers ; the officer of the U. S. Navy in charge 
of the mines for the Government testified in 
court that the miners’ leaders have not even 
told him what they want in the way of wage 
increases or other contract changes. The Act 
prohibits no unfair labor practices to unions, 
since it defines no such practices, although a 
long list of prohibitions upon employers is in- 
cluded. In sum, power is unbalanced. 


Fair balance of power, however, is essential 
to fair bargaining and control of abuse. The 
disturbance of this balance underlies current 
labor problems—the excessive strikes and 
minor interruptions of production, losses of 
efficiency, policies restricting output. Apart 
from the periodical negotiation of contracts 
on wages and working conditions, the ability 
of management to maintain day-to-day plant 
efficiency is circumscribed by the lengths to 
which the law and administrative rulings have 
gone to prevent abuse of management’s power. 
But there is no equivalent protection for man- 
agement or the public against abuse of labor’s 
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power. Every strike which sets back urgently- 
needed production makes consideration of 
these matters more pressing. 


Another Round of Wage Increases? 


The prospect that the strike may mark the 
beginning of another round of wage increases 
concerns not only employers but people gen- 
erally, for everyone has an interest in economic 
stability. The longer the wage-price spiral 
lasts and the higher it ascends the greater is 
the danger that the next turn will destroy the 
balance of the structure and start it toppling. 
For in all such movements the money income 
of some groups lags, while the higher prices 
affect all groups. In other words, at some point 
an increase in wages and industrial costs will 
prove to be deflationary instead of inflationary, 
because those who do not have the increase in 
wages lose purchasing power and because busi- 
ness becomes stalled. If the spiral is not stopped 
short of that point the consequence of over- 
doing it will be goods priced out of the market, 
falling business and unemployment. 


A year ago the country had an opportunity 
to stabilize wages and costs upon a level which 
would have left people unafraid of “boom and 
bust” and confident of long prosperity. There 
was room for reasonable increases in wages, 
but need for efficient and productive work to 
support them. Unfortunately, wage demands 
were extravagant. They were strengthened and 
supported by various government actions, and 
the eventual increases were in many cases 
larger than. even union leaders had expected. 
Moreover, costly strikes set back production, 
and gains in man-hour output were not forth- 
coming to the extent needed. Higher costs 
destroyed the widespread hope that prices of 
manufactured goods could be held at the then 
current levels. They gave prices a new push 
upward. 


From that day to this there has been appre- 
hension as to the long run effects of the prices 
established for automobiles, for housing, and 
for many other consumer goods, and for in- 
dustrial construction. For the time being ur- 
gent deferred demands, swollen national in- 
come and wartime savings have taken off the 
markets everything the industries could pro- 
duce. They may continue to do so for some 
time to come. Two questions, nevertheless, 
have persisted. What will the situation be 
when deferred demands are more nearly filled 
and inventories restored? What will be the 
effect of high costs and high break-even points 
when demand weakens? Since last September 
particularly, when the violent break in the 
stock market signalized a change in specula- 
tive sentiment toward the prospect, these ques- 
tions have been in everyone’s mind. 









Now come new demands for wage increases, 
based on new claims. Last year the argument 
was that workers’ take-home pay was reduced 
in the shift from war to peacetime conditions, 
and that not only workers’ living standards 
but the “purchasing power” necessary to keep 
the country prosperous were impaired. Now 
the argument has shifted. The new demands 
are based on the rise in the cost of living. The 
questions as to the effect of new wage in- 
creases, however, remain as above, and become 
more pressing. The danger that goods may be 
priced out of the market obviously becomes 
greater as more deferred demand is satisfied 
and as prices work ever higher. 


The Cost of Living 


The emphasis which the unions give to the 
cost of living at this time illustrates the ten- 
dency, which of course is shared by most other 
people, to base an argument on what is most 
favorable at the moment. As a rule unions han- 
dle the cost of living argument very gingerly 
They usually oppose tieing wage scales to the 
cost of living in a long-term arrangement, for 
the double reason that they do not want wages 
to give way each time the cost of living de- 
clines, nor do they want advances limited to 
the amount by which the cost of living in- 
creases. 


At the moment, however, these considera- 
tions are subordinated to the fact that in re- 
cent months the cost of living has advanced 
more rapidly than wage rates or take-home 
pay. Between June (when the last round of 
wage increases was virtually completed) and 
October, living costs rose 11.3 per cent, ac- 
cording to the official index of the Bureau of 
Labor Statistics. Average hourly wages in the 
manufacturing industries, according to the 
same Bureau, advanced 4.2 per cent, and aver- 
age weekly wages rose 5.8 per cent. Thus the 
real wage, in terms of buying power, has de- 
clined during this period. 


On the other hand, if the comparison is car- 
ried back to 1939, the cost of living advanced 
49.3 per cent, average hourly wages in the 
manufacturing industries 78.5 per cent, and 
average weekly wages 92.1 per cent. Real 
hourly wages thus are 19.5 per cent higher 
than in 1939, and real weekly wages 28.7 per 
cent higher. 


In coal mining average hourly earnings have 
increased from $0.886 in 1939 to $1.467 in 
August this year, an increase of 66 per cent, 
while the weekly wage has increased vastly 
more. In 1939 average weekly earnings were 
$23.88. In August this year they were $62.37, 
more than two and one-half times the 1939 
figure, while a miner working the full-time 
week of 54 hours received $75.25. 
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Much of the discussion of wages and living 
costs seems to imply that they vary independ- 
ently, but this of course is not so. Wage in- 
creases force the cost of living higher. This is 
necessarily so unless the rise in money wages 
is made up by increased productivity, or unless 
it comes out of profits. Practically it is almost 
always so, because there are always marginal 
employers who can pay the higher wages only 
by advancing prices. The rise in prices of all 
commodities other than farm products and 
foods in the B.L.S. wholesale price index since 
the beginning of the war has now reached 44 
per cent. Since June the rise in these prices has 
been 10 per cent. Thus the wage-price rela- 
tionship does not come to rest but is an as- 
cending spiral. 


In coal mining output per man-hour has in- 
creased, chiefly as a result of greater use of 
machinery. Between 1928 and 1945 the indi- 
cated increase was 29 per cent. However, the 
greater rise in the average hourly wage had 
to be reflected in higher prices. In 1938 the 
average price of bituminous coal at the mine 
was $1.95 per ton. For 1946 the average will 
be around $3.35, an increase of 72 per cent. 


Between 1930 and 1945, according to an au- 
thoritative survey, the price of coal rose 48 per 
cent more than wholesale prices in general, 
while the corresponding figure for fuel oil 
was 33 per cent. The price of industrial natu- 
ral gas rose 20 per cent less than wholesale 
prices in general. In the same period, 1930-45, 
coal production increased 23 per cent, petro- 
leum production 91 per cent and natural gas 

output 75 per cent. These figures illustrate 
what is meant by the expression, “pricing the 
product out of the market.” Naturally price is 
not the only factor entering into this loss of 
relative position, for there are many, including 
great economies in utilization of coal. One of 
the other factors affecting consumer prefer- 
ence, however, is the constant threat, so often 
put into effect, of interruption in the supply of 
coal, 


The Case for Patience and Restraint 


The question now is whether the errors of 
last Winter and Spring, which produced a 
wage-price spiral, are to be repeated and com- 
pounded. We do not wish to be understood as 
implying that the cost of living should not be 
taken into account in fixing wage rates, since 
balance in this quarter is as essential to pros- 
perity as balance in other economic relations. 
But the economic system is far too complex to 
be kept in equilibrium simply by adjusting 
money wages to a cost of living index number, 
which in turn is forced up when money wages 
-are raised. The immediate effect must be either 
to get the general price level still higher, and 
therefore more vulnerable, or to distort price 


relations further. Not everyone lives on wages, 
and all those who live on fixed incomes and 
many salary and wage workers as well would 
lag behind in the adjustment. They would 
lose purchasing power for the products of the 
higher-priced labor, and the labor would lose 
employment. 


As opposed to this illusory means of “catch- 
ing up”, may be set the advantage of putting 
the emphasis on production and stability, and 
allowing the normal forces of competition, 
time and opportunity to bring the cost of living 
down. Perhaps some may think of lower living 
costs as only a remote possibility, to be given 
little practical consideration. On the contrary, 
there are reasons for thinking that the down- 
ward turn would not be far off, if the coopera- 
tion of the unions in increasing production and 
withholding wage demands could be counted 
on. To bring down the manufactured goods 
component of living costs the prescription is 
obviously greater output per man-hour, to 
lower prices without reducing wages. The 
unions argue that profits are large enough to 
raise wages, but where that is the case they 
should be made the basis not of wage increases 
but of price reductions. 


It is in food prices; however, that the best 
chance of lowered living costs is seen to lie, 
and food represents more than one-third of the 
official cost of living index. Prevailing opinion 
is that food markets will turn in favor of the 
consumer as time goes on, and they have 
moved a little that way recently. The expecta- 
tion of lowered prices is based on large pro- 
duction and probably smaller exports. The 
record grain crops have brought down prices 
of feed grains particularly, and in due course 
will bring a large output of animal products. 
Increasing supplies of red meat press on poul- 
try prices. Meat and lard at wholesale have 
dropped 30 to 50 per cent from the peak reached 
on the uprush of prices following decontrol in 
October. Butter and egg prices also have 
fallen. Egg producers, foreseeing market sup- 
plies next Spring well in excess of consumer 
demand at government support levels, have 
petitioned the Secretary of Agriculture to let 
prices seek their own level rather than face a 
market glut. Another large Winter wheat 
acreage has been planted under favorable con- 
ditions. Following record canned goods packs 
and prospects of an increased carryover, prices 
in some markets have already weakened. In- 
ventories of frozen foods are reported un- 
usually high. 


Farm products and foods have had a greater 
rise since the war started than any group of 
commodities. They can decline somewhat 
without gravely impairing the purchasing 
power of the farmers, since farm production 
and income are at record-breaking levels and 
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farmers’ debts are greatly reduced. Farmers 
would benefit with everyone else from a gen- 
eral check to the inflationary trend and a turn 
to stability. 


Farmers will be squeezed from both sides, 
however, if organized labor forces higher 
wages and higher prices for industrial goods 
which farmers buy. This at least can be avoid- 
ed by foresight, patience and restraint on the 
part of union leaders. 


Restoration of Free Markets 


There is dramatic contrast between the mine 
leaders’ disregard of the obligation of members 
of the economic system to work together, on 
the one hand, and on the other the accelerated 
swing back to free markets and free enter- 
prise, which also has been a momentous de- 
velopment of the month. For a free economy 
depends upon cooperation and regard for the 
general welfare, if it is to yield the benefits of 
which it is capable. The benefits of its restora- 
tion will be lost if there is no coal. It will be 
weakened and its stability threatened if re- 
sumption of coal production has to be pur- 
chased at the cost of a wage increase which 
becomes general. 


Business was heartened by the abolition 
November 11 of all price ceilings except on 
sugar, rice and rents, and by later removal of 
many other commodity controls, including the 
prohibition of private purchases of foreign cop- 
per and lead. These actions promise to help 
production. They have taken away from the 
Washington agencies, and restored to the free 
market, the function of telling producers what 
to produce; and after the experience with price 
control most people no longer doubt that the 
free market can perform this function more 
efficiently. There is now great need to break 
down “bottlenecks”, consisting of shortages 
in some parts and materials which limit output 
even though other parts and materials are 
available. The natural and effective way to 
improve production at these bottleneck points 
is to allow their prices to rise enough to stim- 
ulate more production. Restoration of free 
markets works toward that end. 


Moreover, there is a psychological uplift, 
born of freedom from restraint, which is en- 
couraging and important. The steps thus far 
taken do not eliminate all the wartime controls 
and “planning”, but the important matter is 
that the path has been laid out and the decisive 
turn made. 


Price increases since the restoration of free 
markets, going back to October 15 when meats 
were decontrolled, fall into well-defined cate- 
gories. Meats and livestock are examples of 
commodities whose ceiling prices were largely 
iueffective, and for which consumers on the 


average were paying substantially above ceil- 
ings. Another category includes commodities, 
scarce in this country, which had been held 
below world prices by government purchases 
or subsidies. When controls were lifted and 
subsidies withdrawn prices had to move up 
to world levels to keep supplies coming this 
way. All the non-ferrous metals have taken 
this course, also cocoa. Hides moved from the 
old ceiling of 15%c to 33c, close to the world 
price, but sales have been made since at 28c. 


A third group includes such things as cotton- 
seed, linseed and soybean oil, which like meats 
were underpriced in relation to demand. Scrap 
steel has been marked up $5.25, which the 
market will gladly bear if it increases collec- 
tions and speeds up the flow. Finally, manufac- 
turers promptly marked up voods which they 
considered priced too low, including many for 
which they had asked relief from OPA. 


The rise in many basic commodities since 
October 15 has been substantial, but has seemed 
to come quickly and be over with. In many 
cases the initial advance has been followed, 
a> in meats and lard, by a sharp decline. On 
the whole the price jump has been less than the 
proponents of continued control had predicted. 
The rise in the B.L.S. wholesale index of 900 
commodities since October 12, a period of six 
weeks covering the period since meat decon- 
trol, has been 9 per cent. 


The Price Prospect 


With the evidence that basic commodities 
on the average have risen about as much as is 
to be expected, barring further increases in pro- 
duction cost, the future trend of prices is in 
large degree in the hands of the labor unions. 
They can make an inestimable contribution to- 
ward stability by withholding demands for 
wage increases. and meanwhile giving [u’l co- 
operation to making free enterprise work. If 
greater output per man-hour can be achieved, 
and food prices ease as indicated, the unions 
will gain the increase in real wages that they 
rightly seek. But if they insist on higher money 
wages without increasing output, accompanied 
by costly strikes and further impairment of 
efficiency, and giving inflationary trends an- 
other push, their money gains will be illusory. 
They will almost surely, sooner or later, be 
given up in a higher cost of living, in economic 
instability, or finally through recession and un- 
employment. 


Restoration of free markets also puts re- 
sponsibility on employers to set prices with a 
view to stability as well as profits, and on 
everyone to behave with restraint and not try 
to get more out of the economic organization 
than it can give. The common aim of labor, 
agriculture, business and government should 
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now be to work out a new balance in’pricé re- 
lationships, on which trade and- production can 
go forward at the maximum rate of which the 
system is capable, and to maintain the balance 
so that prosperity may be lasting. 


Manufacturers’ Inventories at New High 





A preliminary report on manufacturers’ in- 
ventories at the end of October, issued by the 
Department of Commerce, places the total at 
a new peak of $19.5 billion. In four consecu- 
tive months of sharp rises, the increase has 
been about $2.3 billion. This rise has been in- 
voking comparisons with the situation follow- 
ing World War I, when speculative buying 
and inventory accumulation was on a scale 
which contributed to the depression of 1920-21. 
Many business observers are concerned lest a 
repetition may be in the making. 


Opinions vary as to whether inventory fluc- 
tuations play a significant part in originating 
ups and downs of business, or whether they 
are results of more basic influences, stocks 
becoming excessive only when sales and ship- 
ments fall off for other reasons. However, 
it is plain that when accumulation stops, de- 
mand on producers will be reduced to that ex- 
tent unless there is an equivalent rise in other 
demand. Also, the kind of inventory accumu- 
lation that represents speculation on an ad- 
vancing price level is recognized as dangerous 
because buyers miscalculate, exceed their needs 
and overstay the markets. For these reasons 
the figures attract comment, even though an- 
alysis of the present rise does not suggest in- 
discriminate building of stocks, but rather an 
adjustment of materials and goods in process 
in line with the huge demand. 


Manufacturers’ inventories averaged about 
$10 billion in 1939. They rose to almost $18 
billion by the end of 1943 as a result of war 
program requirements. The start of liquidation 
of war inventories brought the total down close 
to $16 billion by V-J day, from which it rose 
gradually to the end of June 1946 by about $1 
billion. 


The large increase, $2.3 billion additional, 
has occurred since last June. That month can 
be taken as marking the end of the effects of 
the strikes in steel, automobiles, coal, railroads, 
and other industries. Strike-caused shortages 
in the first half of this year prevented addi- 
tions which otherwise would have been made 
if overall industrial output had been able to 
expand. Also, the acceleration of price in- 
creases began with the lapse of O.P.A. at the 
end of June. The upward movement of prices 
has raised inventory values. Although a com- 
parison between inventory and price changes 
cannot be precise, the rise in manufacturers’ 
‘nventories from the end of June to the end of 


October amounts to 14.0 per cent, while the 
Bureau of Labor Statistics index of 900 whole- 
sale commodity prices rose 20.6 per cent in the 
same period. 


Changes in Relationships 


There are three main points of study in an- 
alyzing inventories. One is their relationship 
to sales and shipments, a second is whether 
stocks of various items needed in the fabri- 
cation process are balanced, and a third is 
whether sales and shipments balance with 
ultimate consumer demand and inventory in 
that area. 


If 1939 may be regarded as a year of reason- 
able balance in manufacturers’ inventory-sales 
relationships (the Department of Commerce 
bases inventory index calculations on that 
year) changes since may be measured from 
that base. The comparison indicates that cur- 
rent business is being carried on with inven- 
tories appreciably smaller in relation to sales 
and shipments than in 1939. The latest de- 
tailed report, through September 1946, shows 
that manufacturers’ total inventories at the 
end of the month were 90 per cent above the 
average for 1939, but shipments were 141 per 
cent greater. In durable goods, inventories 
were up 106 per cent and shipments were up 
160 per cent; while in non-durable goods the 
inventory increase was 76 per cent, and the 
shipments increase was 127 per cent. The pre- 
liminary report for October refers to a sub- 
stantial increase in total dollar value of manu- 
facturers’ shipments to “the highest peacetime 
figure achieved”. 


The area in which inventory values have ad- 
vanced most has been in foods. They weigh 
heavily in the total calculation. Their rise in 
the July-September quarter was 23.3 per cent, 
almost double the next greatest increase 
(transportation equipment other than autos) ; 
and the October preliminary report notes a 
sharp gain in food company stocks in that 
month, particularly in meat packing following 
the decontrol of meats in mid-October. 


A breakdown between raw materials, goods 
in process, and finished goods shows that the 
sharpest rise since 1939 has occurred in raw 
materials, with a lesser rise in goods in process 
and a comparatively small rise in finished 
goods. Raw materials stocks are high, in ex- 
cess of the historical relationship to shipments, 
but the rate of rise tapered off in August and 
September. The sharpest price advances, of 
course, have been in raw materials. Goods in 
process, which declined from mid-1943 to the 
end of 1945 on liquidation of war inventories, 
have increased materially since the beginning 
of this year. It is common observation that 
finishing of goods is held up by shortages of 
materials and parts. However, the amount of 
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goods in process has stayed within historical 
relationship to shipments. The physical volume 
of finished goods inventories, estimated by 
allowing for price increases, appears to be be- 
low the pre-war level. This bears out the com- 
mon impression that finished goods have been 
moving rapidly into distributive channels. 


Discussing inventories in distributive areas, 
the Department of Commerce states that de- 
spite recent additions to inventories, the cur- 
rent level of sales would indicate that some 
further accumulations, overall, will be needed 
to bring stocks into line with normal relation- 
ships. ; 

The fact that aggregate inventories are be- 
low instead of above past relationships to sales 
and shipments provides reason for thinking 
that the inventory increase in the main has 
been an adjustment to business expansion, 
both in volume and dollars. Even if manufac- 
turers were prone to speculate for a rise, they 
would find it difficult to do so because of scar- 
cities in so many lines. Aggregate figures, 
however, can conceal unbalanced conditions. 
Business men have. been commonly reported 
as viewing their positions with increasing cau- 
tion and changing to more conservative poli- 
cies. A more cautious view of the markets 
should lead to a better balance in stocks and 
commitments. 


In last analysis, however, what will count in 
the business situation is the general balance 
of cost, price and income relationships. It is 
in these areas that the answer to the question 
whether trade will continue at present high 
volumes is to be found. If it does the inventory 
figures themselves need not be interpreted as 
portending recession. 


The CIO on Industrial Profits 


In its eighth annual convention at Atlantic 
City last month, the Congress of Industrial 
Organizations announced a coming drive for a 
new round of wage increases, based upon in- 
creases in the cost of living and forecasts of 
“staggering” industrial profits. Not only will 
profits, according to the CIO thesis, be large 
enough to permit further “substantial” wage 
increases (the precise wage demands are as 
yet unspecified) without increasing prices, but 





unless “corrected by reducing the level of cor-. 


porate profits and increasing the income of 
wage and salary earners” may “result in the 
worst economic collapse in our history.” 


“If the staggering profits of corporations 
continue,” declared President Murray in ad- 
dressing the convention, “a bust is bound to 
follow.” 


How the CIO arrives at the conclusion that 


industry can support a new cycle of wage in- 
creases without increasing prices is revealed 


in the November issue of “Economic Outlook,” 
prepared by the CIO Department of Education 
and Research. Estimating that the nation’s 
manufacturing concerns will have $7.7 billion 
available for wage increases in 1947, the “Out- 
look” says: 

All manufacturing corporations, according to the 


CIO estimate, will make profits, before taxes, of $15.5 
billion in 1947. 


We assume that a reasonable profit, after taxes, is 
estimated to be $5 billion, which is what profits were 
during the war and twice the average profits for the 
prewar years 1936-39. To leave corporations with $5 
billion after taxes, they would have to make $7.8 bil- 
lion before taxes, at the effective corporate tax rate 
of 35 per cent. This means, therefore, that if profits 
are, as we predict, $15.5 billion in 1947, manufacturing 
corporations will have $7.7 billion, the difference be- 
tween $15.5 billion and $7.8 billion, out of which wage 
increases can be paid. This $7.7 billion difference is 
profit over and above what must be paid in order for 
manufacturing corporations to end up with profits, 
after taxes, equal to those of the war years or twice 
those of prewar years. 


If industry does not distribute this $7.7 billion profits 
through substantially increased wages, their 1947 
profits, after taxes, will be $9.5 billion. This is almost 
four times their profits for prewar years and almost 
twice that of the war years. 


Reliability of CIO Projections 


In any attempt to comment upon these fig- 
ures, the first question that arises is as to the 
reasonableness of the CIO corporate income 
projections. Everyone of course is entitled to 
make his guess as to what corporate earnings 
are likely to be next year, and in many cases 
some attempt to foresee the future is essential. 
Business men are constantly having to look 
ahead in making their plans for purchases and 
expansion, investors are trying to do it, and the 
Treasury must make estimates in connection 
with its tax program and fiscal policy gener- 
ally. Time and time again, however, experi- 
ence has demonstrated the hazards of such 
forecasting and the wisdom of not counting 
too heavily upon the profits “chickens” before 
they are hatched. 


The fact is that the CIO estimate for 1947 
manufacturing net earnings of $15.5 billion be- 
fore taxes is an exceedingly sanguine expecta- 
tion. Such a figure would be almost as high 
as the all-time peak of $16.3 billion in 1943, 
when industry was going all-out to meet the 
insatiable demand for war and other materials, 
with practically every plant that could turn a 
wheel operating at full capacity and running 
overtime. At that time, also, the Government | 
was the principal buyer, price was subordinate 
to production and speed, and selling expense 
was abnormally low. 


Now, however, we face an altogether differ- 
ent situation. Production, while high, is run- 
ning well below the wartime peaks, as shown 
by the Federal Reserve index of around 180 
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(1935-39 = 100) in recent months, as against a’ 


level of 235 or better in 1943-44. Forecasters 
can no longer count upon the support of the 
Government’s urgent wartime bidding, backed 
by practically limitless resources, but must 
weigh the countless influences affecting the 
decisions of millions of individual buyers and 
sellers whose operations make business. While 
CIO forecasts call for a substantial increase in 
business profits in 1947 over 1946, many au- 
thorities are predicting some down-turn in pro- 
duction during the year, and there is wide- 
spread expectation that competition will be 
keener, leading to smaller—not larger—profits. 
This, apparently, is what the stock market has 
been telling us; and while the stock market 
could, of course, be wrong, it constitutes the 
best poll we have of how millions of investors 
are appraising the outlook and what they are 
willing to put their money on. 


The truth is that no one can be sure just 
what the year will bring forth. We are still in 
the dark as to how the current high costs of 
production and prices will affect consumption 
once the most urgent demand for goods has 
been satisfied, let alone knowing what the ef- 
fect would be of a new round of increases in 
wages, costs, and prices. In view of these and 
other uncertainties, it is perhaps not unfair to 
ask whether the CIO statisticians who are so 
confidently predicting big increases in profits 
‘ next year were also responsible for the VJ-day 
prediction by the late Sidney Hillman, chair- 
man of the CIO Political Action Committee, of 
10 million out of work “within the next six to 
eight weeks.” 


This episode affords an example of the risks 
of forecasting that may well give us pause in 
connection with wage proposals which are 
based on highly optimistic earnings projec- 
tions, but which might lead to losses and un- 
employment instead. 


Wages and “Ability to Pay” 


The second point to be made in connection 
with the CIO statement is the danger of basing 
wage policies upon profits which are tem- 
porary in that they are occurring in a period 
during which we have for a brief time a sellers’ 
market. Unless wage increases are passed on 
in the form of higher prices, or are accom- 
panied by substantial increases in labor pro- 
ductivity that lower unit costs, the effect is to 
raise all along the line the per cent of capacity 
at which industry must operate in order to 
show a profit. While this increase in profit 
“break-even” points may be bearable for the 
majority of concerns so long as the boom lasts, 
it means—if carried too far—a highly unstable 
situation in which any slackening of demand 


will all the more quickly force many concerns 
into the red and spread shut-downs and unem- 
ployment. 


When Walter P. Reuther, president of the 
United Automobile Workers, declared before 
the CIO convention that the CIO’s job was to— 


debunk the stupid economic theory that you cannot 
raise wages unless you get a comparable price in- 
crease. The whole history of American industry belies 
the contention — 


he was ignoring two things: first, the time ele- 
ment in introducing cost-saving mechanisms 
and methods, and, second, the need for labor 
putting forth its best efforts to increase out- 
put. While it is true that industry has wrought 
miracles over the years in raising wages, short- 
ening hours, and at the same time lowering 
prices, this is not the sort of thing that can be 
done in a day. Nor can it be done unless the 
workers on the job are willing to do their part 
in turning out a full day’s work. 


In the discussion of business profits and 
possible wage increases, one source of confu- 
sion is the tendency to talk about business as 
though it were a single entity, whereas actu- 
ally it is made up of all kinds of concerns, some 
of which may be in a position to pay wage in- 
creases and others not. 


This difference in “ability to pay” applies to 
industry groups as well as to individual con- 
cerns. While composite tabulations of business 
profits have shown substantial increases this 
year, there have been conspicuous exceptions, 
including such important industries as the rail- 
roads, automobiles, and electrical equipment. 
As the New York Times commented editori- 
ally: 

The profits of American industry do not represent 
a common pool into which all corporations can dip to 
meet increases in costs. Profits in the food industry 
do not make possible the assumption of large increases 
in costs by the steel industry. Profits in retail trade 


do not make possible large increases in costs by coal 
companies. 


Even more important, perhaps, are the dif- 
ferences in earnings performance of individual 
concerns. The business organization is made 
up of some 420,000 different corporations of all 
sizes, and more than 2% million partnerships, 
individual proprietorships, etc. Treasury fig- 
ures available since 1916 show that the pro- 
portion of all active corporations operating at 
a profit in any year has ranged from a low of 
18 per cent in 1932 to a high of 67 per cent:in 
1943, and over the twenty-eight year period 
1916-43 averaged approximately 30 per cent. 
For the remaining 50 per cent of all corpora- 
tions which, on the average, have not run at a 
profit, any general increase in costs would, un- 
less translated into higher prices, have the 
effect of increasing their deficits or forcing 
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them out of business, as well as pulling into 
the red other concerns that are only slightly 
above the break-even point. 


Proposals to advance wages on the basis of 
overall profits overlook the effect of increased 
costs on the marginal concerns. If marginal 
producers are squeezed out by such increases, 
the result will be an economy operating at only 
partial capacity, and loss of both production 
and jobs. Much of the difference between 
slack and full employment occurs in the use 
of this marginal capacity. In order to have full 
employment it is necessary to bring in an ade- 
quate proportion of this marginal plant; but 
this can only be done under conditions that 
yield relatively large profits for the more effi- 
cient, low-cost concerns, and large aggregate 
earnings for the business organization as a 
whole. 

Are Profits “Staggering’’? 


A third consideration in connection with the 
CIO statement has to do with the use by Mr. 
Murray of the term “staggering” in referring 
to the current level of corporate earnings. 
While it is true that under the conditions of 
heavy business volume during the war and 
continuing this year, the corporations have as 
a group shown relatively large earnings, these 
earnings need to be viewed both in the long- 


range perspective and against increases which ° 


have occurred in total national income and in 
wages and salaries. 


The accompanying table and chart show 
these comparisons, as well as actual dividend 
payments, for the period 1928-46. The figures 
for corporate wages and salaries are estimated 
by taking 80 per cent of the total wages and 
salaries paid in private industries, as computed 
by the Department of Commerce. 


The final showing for 1946 corporate earn- 
ings is stil! problematical. A group of 560 
leading manufacturing, mining, trade, and ser- 
vice corporations whose figures for the first 
nine months have now been published shows 
an increase of 17 per cent-over 1945. The third 
quarter was up 72 per cent over 1945, and 


Total National Income, Estimated Wages and Salaries 
Paid by All Corporations, Net Income After Taxes, 
and Cash Dividends Paid. 

(In Billions of Dollars) 


Total Est. Corp. Corp. 
Natl. Wages & Net 
Income Salaries Income 

$ 80.2 $34.4 $7.6 
83.3 36.2 8.1 
32.6 1.4 
26.9 
20.2 
18.9 
21.9 
24.0 
27.1 
30.7 
27.7 
30.0 
32.9 
41.2 
52.5 
62.9 
66.7 
64.9 
66.4* 


Year 
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* Estimated. — Deficit. Corporate wages and sal- 
aries estimated at 80% of total wages and salaries 
paid in private industries. Corporate net income and 
dividends exclude intercorporate dividends. 








helped to offset decreased earnings and deficits 
in the first and second quarters, but the results 
for the final fourth quarter are clouded by the 
coal strike which threatens to force widespread 
curtailment of industry. In the case of the 
class 1 railroads, net income for the first nine 
months was down 79 per cent from the same 


period of 1945. 


The CIC in its “Economic Outlook,” how- 
ever, presents an estimate for 1946 net income 
of all corporations (including not only manu- 
facturing but all other lines) of $11.8 billion 
after taxes. This total, if reached, would mean 
an increase of 73 per cent over the Treasury’s 
estimate for 1945 (when the wartime excess 
profits tax was still in effect) and a new high 
for all time, exceeding the 1943 peak by $1.8 
billion. 

Whether the figures will actually reach this 
high level remains to be seen. But supposing 
they do, would this constitute “staggering” or 
“exorbitant” profits? 





BILLIONS OF DOLLARS 
80 





70 








8S WAGES & 
SALARIES 
60 








WB owwvenos 








ome NET INCOME 











OEFICIT 








oe “a “a? “33° “Sa «4+%°35 «34°30 


“37 


"38 °39 40 4) 43 


42 44 
Estimated Wages and Salaries Paid by All Corporations, Net Income After Taxes, 


and 


Cash Dividends Paid. 
140 





December, 1946 





Undoubtedly, $11.8 billion is a lot of money. 
But so is $165 billion of national income; and 
$66 billion of corporate wage and salary pay- 
ments. 


In comparing increases in corporate earnings 
and in wages and salaries aver a period of time, 
almost anything can be shown depending upon 
what base is taken to start with. If the CIO 
estimate of $11.8 billion for all corporations in 
1946 is taken, and measured from the 1936-39 
average, as is quite commonly done, it will be 
found that the corporate net income has in- 
creased to something like 3%4 times. During 
the same period, wages and salaries-have more 
than doubled, while dividends paid to share- 
holders have increased but 21 per cent. 


Although the CIO in its report makes much 
of this estimated increase of corporate profits 
over prewar years, it should be borne in mind 
that 1936-39 was a depressed period, while 1946 
has been a year of boom. If the comparison is 
made between 1929 and 1946—both boom years 
—the picture is quite different. Corporate net 
income, as eStimated by the CIO, is up 46 per 
cent, while wages and salaries are up 83 per 
cent, and dividends are down 16 per cent. 
Measuring the corporate net income as a share 
of total national income payments, the 1946 
figure of 7.2 per cent is down substantially from 
the 9.7 per cent recorded in 1929. 


That corporate earnings have risen more 
rapidly than wage and salary payments since 
the ’30s is not surprising in view of the great 
expansion in business volume. Since net in- 
come after taxes is a relatively narrow residual 
between gross revenues and total expenses, it 
is naturally subject to sharper fluctuations 
than wage and salary disbursements. During 
periods of contraction, net income of individual 
concerns can and frequently does fall to zero 
and below, and the table shows that in the 
three years 1931-33 American corporations as 
a group made no net return on capital what- 
ever, but incurred a deficit of $10 billion. 


This susceptibility of profits to wide fluctua- 
tions needs to be taken into account in de- 
termining wage policies, for while profits may 
be up one year and down the next, wage rates 
if they have been advanced too rapidly are very 
difficult to adjust downward. 


Unless business concerns are able to make 
good earnings in periods of high level opera- 
tion they will be unable to accumulate reserves 
for weathering the lean years or to attract 
new capital for normal growth and expansion. 
Even at the present relatively high rate of ac- 
tivity and earnings, the average return on net 
worth of leading manufacturing companies for 
the first nine months of 1946 was at an annual 
tate of about 10 per cent, while the average 
rate for all corporations for the period 1929-45, 


taking the bad years with the good, was only 
4 per cent. 


The Proposed Ceiling on Earnings 


What the CIO is proposing in effect, is that 
a ceiling be placed on the dollar total of cor- 
porate earnings after taxes at no higher than 
the wartime level. This, according to the CIO 
quotation at the beginning of this article, 
would mean $5 billion for the manufacturing 
industries, with all earnings over and above 
that awarded to labor in the form of increased 
wages. The CIO, however, does not suggest 
placing a floor under earnings by wage reduc- 
tions in the event that its exceedingly optimis- 
tic estimate as to earnings next year is not 
realized. 


Nor does it explain how its estimated gross 
of $7.7 billion available for wage increases 
would be allocated among the 84,000 manufac- 
turing corporations, operating at widely dif- 
ferent net profit or net loss margins. With 
the present set-up of industry-wide unions, 
wage increases tend to apply equally to all 
companies in an industry regardless of ability 
to pay, and also to spread throughout the busi- 
ness organization generally. 


Of course the fundamental fallacy is in sup- 
posing that it will be possible to attract the 
new capital needed in the future for modern- 
ization, growth and high employment if the 
benefits of such investments and of improved 
technology and efficiency are to be siphoned 
off to labor through wage increases, and no 
return offered for the use and risk of the new 
money. In the period since Pearl Harbor to 
the end of 1943, total capital funds of all manu- 
facturing corporations, according to the latest 
available Treasury figures, were raised from 
$48.4 billion to $62.7 billion, and large addi- 
tional investments have been made since. A 
recent study by the research staff of the Fed- 
eral Reserve Board calculates that the manu- 
facturing and mining industries will require 
$34 billion for additions to or replacements of 
plant and equipment during the period 1941-47. 


This year large numbers of industrial cor- 
porations have had to raise substantial new 
money by the offering of bond and note issues 
in the investment market and by the sale of 
stock, while commercial loans at banks have 
increased by more than $2.5 billion or 35 per 
cent. The higher price levels now prevailing 
mean that business requires greater outlays 
of fixed capital for plant extension and mod- 
ernization, and also greater working capita! 
for the carrying of inventories and receivables. 


Services of Capital 


The determination as to whether any given 
return on capital is adequate or excessive 
depends on an appreciation of what is the 
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economic function of capital in our society. 
Capital is what has made possible our high 
standard of living and the present high wages 
of the American worker. It takes earnings to 
accumulate capital and to attract capital. To 
do the things it has to do capital has to take 
risks — risks of losing not only its income 
but itself. 


The reason we have more capital, and more 
effective capital, than anywhere else in the 
world is that capital has had a chance to make 
earnings; not just little earnings, but — when 
it really makes an outstanding contribution to 
the welfare of the country —large earnings, 
large enough to cover losses. We cannot con- 
tinue the extraordinary benefits that capital 
has wrought without allowing conditions under 
which capital has a chance to earn a return 
that justifies the risk it has to take. 


The corporate profits in 1946 will indeed 
prove to have been large, though less large in 
proportion to national income than in the active 
years of the late 1920s. One of the things that 
all these economic swings teaches us is that the 
ups and downs change rapidly from month to 
month and from year to year. Under our sys- 
tem of enterprise there is a natural correction 
for high profits and that is competition. As 
production catches up with the scarcity of 
goods, producers compete with each other in 
putting goods on the market at attractive 
prices and qualities, and the margin of profit 
shrinks as a natural and inevitable process. 


The question today is whether the adjust- 
ment of profits is going to take place by ag- 
gressive wage increases which tend to freeze 
prices at the higher levels, or whether, through 
competition and the voluntary action of far- 
sighted business men, prices can be brought 
down and the purchasing power of the dollar 
generally improved. The latter is the much 
healthier and sounder method, in that it is 
more flexible, will benefit many more people, 
and run far less risk of upsetting the apple cart 
by establishing wage-price levels too high to 
be supportable after the backlog of unsatisfied 
consumer demand has been worked down to 
more normal proportions. 


Continuing Sale of U. S. Savings Bonds 


A peacetime campaign to encourage a wider 
participation in the purchase of U. S. Savings 
Bonds on the payroll deduction plan was 
launched by the Treasury Department on Ar- 
mistice Day and will terminate December 7, 
the anniversary of Pearl Harbor. Preliminary 
reports from cooperating companies indicate 
that in New York State the drive will succeed 
in lifting the proportion of their employees 
participating from about 38 per cent to about 
50 per cent. This is evidence that while the 
patriotic appeal of helping to finance a great 





war is gone, workers are recognizing that sav- 
ings bonds still offer one of the best means of 
systematic saving for future needs and contin- 
gencies. 


Sales of savings bonds this year have been 
running at the annual rate of $7 to $7¥% billion, 
compared with a total (including the drives) of 
$13 billion in 1945, $16 billion in 1944, and $14 
billion in 1943. The substantial rate at which 
sales have been maintained contrasts with pre- 
dictions frequently heard that the end of the 
war would bring a much sharper slump in new 
sales, as well as a flood of redemptions. There 
was a bulge in redemptions after V-J day and 
during the period of widespread strikes last 
winter and spring but since then they have 
tended to drop off and recently have been run- 
ning at an annual rate of $6 billion or less, as 
shown in the chart comparing sales and re- 
demptions since 1941. 

BILLIONS OF DOLLARS 
3 








Sos 


























42 
Monthly Sales and Redemptions of 
U. S. Savings Bonds, All Series. 

The record this year is particularly good in 
the face of such factors as the termination of 
the war loan drives with their patriotic appeal, 
widespread shifts of employment from war 
plants to other work, the release of many 
housewives and youths of school age from war 
jobs, the demobilization of millions of men 
and women from the armed services, and the 
need for funds to purchase homes and set up 
housekeeping. The value of savings bonds out- 
standing, counting in accruals in redemption 
values, has shown a net increase of $1% bil- 
lion since the end of December 1945 and of 
$3 billion since the end of the war. 


As the second chart reveals, the recent in- 
creases in the total amount outstanding re- 
flect an increase in Series F and G bonds which 
offsets a slight tendency for Series E redemp- 
tions to exceed current sales. In the case of 
Series F and G bonds, most of which have been 
purchased by large and well informed inves- 
tors, redemption rates have been considerably 
lower than in the Series E which were dis- 
tributed more widely and were the chief focal 
point of the War Loan drives. Of the F and G 
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bonds sold since 1941, only about 7 per cent of 
the amount issued (including interest accrual) 
had been redeemed by October 31, 1946, as 
against 32 per cent for all Series E sold since 
1941. 
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U. S. Savings Bonds Outstanding. 


Redemptions prior to maturity have been 
less in the case of the higher denomination 
Series A- E bonds than in the lower as the 
following Treasury Department tabulation 
shows: 


Percentage Redeemed 


Denomination by the End of Five Years 


$ 25 33 per cent 
29 


50 


100 
500 
1,000 


27 
24 
17 


Series A-E bonds, with which the public is 
most familiar, have been sold at 75 per cent of 
par and are payable at par in ten years, the 
increase representing accrued interest at the 
rate of 2.9 per cent annually, Series F are sold 
at 74 per cent and are redeemable at par in 
twelve years, giving a rate of 2.5 per cent, and 
Series G are sold at par and pay interest at 2.5 
per cent annually. All issues are redeemable 
at the holder’s option prior to maturity at 
stated prices, to give a graduated yield which 
rises from zero in the first half-year to the 
average rates given above when held to ma- 
turity. Because of the relatively low return in 
the early years, the yield in later years is con- 
siderably above the overall average. For ex- 
ample, on Series E bonds already held five 


years, the return for continued holding runs 
better than 4 per cent. This is one of the 
strongest reasons for holders of E bonds to 
retain them. 

Although offerings of U. S. Savings Bonds to 
the public were begun in March, 1935, it was 
the war that threw the sales into high gear. 
As the following table indicates, the cumula- 
tive total sales of all series from their inception 
to October 31, 1946, amounts to $64.7 billion 
and interest accrued comes to $1.8 billion. Re- 
demptions of all series, including those issued 
in 1935-36 that have matured, total $16.9 bil- 
lion, leaving a balance outstanding of $49.6 
billion expressed in current redemption values. 
This represents about one-fifth of the total in- 
terest-bearing debt. 

(In Billions of Dollars) 
Amount 
Accrued Redemp- Out- 
Sales Interest tions standing 
Sold 1935-41 

Series A-D 3.9 0.7 1.3 
Sold 1941-46 

Series E 43.5 R 14.3 


Series F 3.2 ‘ 0.4 
Series G 14.1 0.9 


Total 64.7 . 16.9 


*Interest is paid currently. 


The Treasury drive for bond purchases by 
payroll deduction is timely because of the 
postwar reshuffling of the nation’s working 
force that has taken place. Large numbers of 
new employes, as well as former employes 
now returned from military service, may not 
have had the continued availability of the pay- 
roll deduction plan cailed to their attention. - 


The plan gives to purchasers a convenient 
method of systematic saving for a variety of 
purposes, not only as insurance against loss of 
employment and “rainy days” but also for old- 
age retirement to supplement social security 
benefits, for the purchase or building of homes, 
for buying or setting up a small business, or 
for financing the education of their children. 


Finally, ownership of government bonds by 
millions of citizens, who are also voters and 
taxpayers, is one of the best ways to insure 
their personal interest in the maintenance of 
government efficiency and solvency. 
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Painting by Charles Sheeler— Riding Through Gatun” 
Locks that Unlock World Trade 


HE Panama Canal locks, through which have passed as 
many as 6,000 ships a year, lift great liners over a moun- 
tain range and lower them once more to thesea. Cutting down 
the length of hauls by thousands of miles, and saving time 
and freight costs, the Panama Canal has been a powerful fac- 
tor in enlarging world markets and expanding U.S. trade. 
The “business” of the Panama Canal Zone—a strip of land 
extending five miles on either side of the 50-mile-long Canal — 
is primarily to facilitate world trade. In prewar daysthe Zone 
was developing into a trans-shipping point and tourist center. 
At both ends of this crossroads of the world National City 
has branches. American business requires bank services to 
finance imports from and exports to the Zone, to make toll 
payments, and to facilitate tourist and transit trade. 


The National City Branches at Balboa and Cristobal supplement the 
Branch in the City of Panama, exemplifying again how our 45 overseas 
units are strategically located to develop all aspects of foreign trade and 
thus to increase business and create more jobs. 


THE NATIONAL CITY BANK 
OF NEW YORK 


Head Office: 55 Wall St., New York e 66 Branches in Greater New York 


Write for color-illustrated booklet describing 
**Overseas Banking Service.” 


Memter Federal Deposit Insurance Corporation 


Vincent H. Sackett is the 
manager of the National Cit 
Bank at Balboa in the Cana 
Zone. Every day of his busi- 
ness life since 1919 he has 
helped servicethe business of 
the Bank’s clients in the 
Caribbean area—at_ seven 
branches includin; three 
on the Isthmus of Panama. 
Such experience is typical of 
all our overseas officers. 
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